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PRICE FLUCTUATIONS IN OIL MARKETS

THURSDAY, MARCH 9, 2000

HOUSE OF REPRESENTATIVES,
COMMITTEE ON COMMERCE,
SUBCOMMITTEE ON ENERGY AND POWER,
Washington, DC.

The subcommittee met, pursuant to notice, at 10:05 a.m., in room
2123, Rayburn House Office Building, Hon. Joe Barton (chairman)
presiding.

Members present: Representatives Barton, Bilirakis, Largent,
Burr, Norwood, Shimkus, Wilson, Shadegg, Fossella, Bryant, Bou-
i:he(li, Hall, McCarthy, Sawyer, Markey, Rush, Wynn, and Strick-
and.

Also present: Representative Greenwood.

Staff present: Cathy Van Way, majority counsel; Miriam
Erickson, majority counsel; Elizabeth Brennan, legislative clerk;
Sue Sheridan, minority counsel; and Rick Kessler, minority profes-
sional staff member.

Mr. BARTON. The Subcommittee on Energy and Power of the En-
ergy and Commerce Committee hearing on Oil Price Fluctuations
will please come to order.

I would like to welcome everybody to today’s hearing. I believe
it’s going to be educational, and I hope that we will learn quite a
bit about how oil markets work and their impact on the U.S. econ-
omy.

Before we begin, I would like to personally welcome our new
ranking member, Congressman Rick Boucher of the great State of
Virginia.

I have enjoyed working with Congressman Boucher on a number
of other issues, and I look forward to working with you on the
issues before this subcommittee for the remainder of this Congress.

I think everyone that knows Congressman Boucher knows that
he’s a very thoughtful legislator, and he pays close attention to the
issues that he has responsibility for.

He does have some big shoes to fill. The great Congressman,
Ralph Hall of Rockwall is a tough act to follow, but I'm sure that
he’ll be up to the task.

Congressman Hall is now the ranking member on the Science
Committee, but he will remain a member of this subcommittee.

I'd like to take note of what a difference a year makes. Last
Spring I was hearing daily from my independent producers down
in Texas that the price of oil was too low.

The independent producers were shutting in wells, companies
were going bankrupt, people were being laid off. Out in West
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Texas, when they deducted for the cost of transportation, there
were stripper well producers that were getting less than eight dol-
lars a barrel for oil.

What a difference a year makes. Prices are now above $30 a bar-
rel. Instead of hearing from oil producers, all of our colleagues that
are before me are hearing from their oil consumers.

That’s democracy, and there is absolutely nothing wrong with the
communication channel in a democracy.

So the question arises, what, if anything, should we do, we, being
the U.S. Congress and the Federal Government, about oil prices?

Since 1981 the price of oil has been deregulated, and has been
set exclusively in the marketplace. Admittedly, the marketplace is
not an open marketplace because as we all know, the OPEC cartel,
most of which members have nationalized their oil production,
does, for all intents and purposes, set the price.

The United States, however, has eliminated price and allocations
controls for oil, recognizing that those policies had been failures
and had resulted in shortages and gasoline lines.

Anybody in this room who is over 40 years old certainly remem-
bers the gasoline lines of the late 1970’s and early 1980’s. Allowing
the marketplace to set oil prices has resulted in more than ade-
quate supply, and has resulted in lower prices.

However, unfortunately, one result of the price being set by the
marketplace is that it does fluctuate. Just yesterday, for example,
the price of oil dropped $2.85 a barrel, closing at $31.28 a barrel
on the New York spot market.

In recent years, these price fluctuations have been in favor of
consumers. I did not have one person call me last year, asking if
the Government could do something about low oil prices, not one.

By and large, allowing oil markets to operate free of government
intervention has worked, and even at today’s prices, oil and the by-
products that are refined from it is a bargain.

According to the Energy Information Administration, which we
will hear from later today, in 1991, the price of oil, when adjusted
for inflation to 2000 dollars, was over $70 a barrel, which is more
than double today’s price.

Considering the poor track record of the U.S. Government in try-
ing to regulate oil prices, I, for one, do not believe that we should
get back in the business of setting oil prices, even in a back-door
fashion by drawing down the Strategic Petroleum Reserve as some
have requested.

In addition to being against the Congressional intent and spirit
of the law, it is just quite simply bad public policy.

I agree with former Secretary of Energy, James Schlesinger who
said earlier this week, “...the Reserve was adopted for an entirely
different reason—to help tide this country over in a supply cutoff—
and to deter political blackmail. It was not intended as a short-
term economic instrument to modify price swings. To use it would
make the U.S. Government just another player in the oil market,
adding another unpredictable element that would likely deter new
company investment in exploration and production.”

That’s from Jim Schlesinger, the former Secretary of Energy in
the Carter Administration.
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I am also not a fan of investing money in a heating oil reserve
in the Northeast as some have advocated, for basically the same
reasons.

I do, however, believe that there are some things that we can do
to address this problem. No one in this room wants higher and
higher energy prices. If we're going to try to stabilize our energy
infrastructure and our energy markets, we should be looking for
ways to improve many areas.

For one, we could begin to add to and improve the natural gas
infrastructure in this country, especially in the Northeast. Natural
gas is a clean fuel; it’s environmentally safe. We have adequate
supplies in the United States. We could do much to improve and
increase our production of clean-burning natural gas.

Second, we could at least consider to reduce, on a temporary
basis, some of the Federal Excise taxes that we now have on en-
ergy products, such as fuel oil, diesel fuel, and jet fuel, perhaps
even gasoline.

The gasoline Federal Gas Tax is 18.4 cents a gallon. Each penny
of the gas tax is a billion dollars a year in revenue to the Federal
Government.

Third, and most importantly, we need to focus on improving our
energy base in this country by improving and increasing domestic
production. If we really want to decrease our dependence upon for-
eign oil imports, and decrease our dependence on the quotas that
OPEC sets, we need to offer whatever support we can to our inde-
pendent oil and gas sector.

Our marginal-well producers should be kept operating as long as
is possible. When oil prices hit their low last year, for example,
many independents were forced to cease production from their mar-
ginal wells.

These are wells that produce less than 10 barrels as day. We
lost, according to the Independent Petroleum Association of Amer-
ica, approximately 600,000 barrels of oil production per day in this
country last year—600,000 barrels a day.

It’s estimated right now on the world market that there is a
shortage of somewhere between 1 million and 1.5 million barrels a
day. Think what prices would be if we hadn’t shut in those wells
last year. This lost production would have certainly minimized the
price spike that we’ve had this year.

We should also discuss environmentally safe ways to harness our
Nation’s natural resources in the outer continental shelf and in the
Alaska National Wildlife Reserve. Producers have been unable to
employ modern drilling technologies which are more efficient, less
costly, and much more safe than such techniques were when those
moratoria were put in place.

For example, we could have one drilling platform located right
here at the Capitol, and it could drill all the wells that would be
needed for the entire District of Columbia, going out into Maryland
and also out into Virginia, one platform. That’s how efficient and
how effective our drilling technology is today.

So, if we really want to do something to stabilize prices, we
should revisit the issue of exploration and production in areas that
are currently off limits. I will be holding hearings later this year
on just issues of that nature.
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I am not a supporter of regulating the price of energy, but I am
a supporter of developing a coherent national energy policy that
minimizes dependence and maximizes the independence of the
United States economy.

I look forward to hearing the testimony of the witnesses before
us. I would now recognize my ranking member, Mr. Boucher of Vir-
ginia for an opening statement.

Mr. BOUCHER. Mr. Chairman, thank you very much for your kind
words of welcome and your kind comments. I very much look for-
ward to our work together, and in the pursuit of sound energy pol-
icy.

I want to commend you, Mr. Chairman, for scheduling the hear-
ing this morning on a very timely subject. Our colleagues who rep-
resent the Northeast have large numbers of constituents who rely
on oil for home heating.

They have experienced tremendous financial pressures as the
price of heating oil has increased this year by approximately 80
cents per gallon, a 66 percent increase from previous levels.

In rural America, our concerns are also large. I represent a rural
Congressional District. It has 23 counties and cities.

It’s not uncommon for many of my constituents to drive as much
as 50 miles in each direction to go to work. I have a lot of those
constituents who are saying that they can no longer afford those
long drives, given the rapid increase in gasoline prices.

And some people in rural America are now even looking for other
work so that they can be closer to home. And while they will earn
less, at least at the end of the week, they take home more.

We're all concerned about the effect on our national economy of
the dramatic increase in the price of crude oil from approximately
$12 per barrel this time last year, to more than $30 per barrel at
times this year.

Mr. Chairman, I am also very concerned about our Nation’s
unhealthy reliance on oil imports. We currently rely on foreign oil
producers for approximately 50 percent of the oil that we consume
in this Nation.

The Department of Energy has predicted that current trends
suggest that in the absence of some rather significant policy
changes, over the course of the next two decades, our reliance on
foreign oil imports will rise, and that in the year 2020, we’ll be im-
porting approximately 65 percent of all of the oil that we consume,
from foreign nations.

The best way to guard against the fluctuations of future world
oil prices, the best way to prevent in future years, the kind of fi-
nancial pain that many of our constituents are feeling today, the
best way to assure future oil price stability is to enhance American
energy self reliance.

We're a Nation rich in resources and rich in technical expertise.
We can become more energy self-sufficient. But to do so is going
to require a national commitment to that cause.

Given the problems that we face today, I think the time for that
commitment is at hand.

Finally this morning, I want to say a word of thanks and a word
of congratulations to the Administration for the steps that it has
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taken to address the current financial pain felt by millions of
Americans.

Secretary Richardson has personally urged the leaders of oil-pro-
ducing nations to increase production levels, and a number of na-
tions have indicated their intention to seek higher oil production
guotas later this month. The results of his diplomacy are self evi-

ent.

The President has released all of the funds available in the Low-
Income Home Energy Assistance Program in order to assist in re-
lieving the financial pressures people are feeling for home heating.

The Federal Trade Commission is working actively with the At-
torneys General of the States to investigate whether increases in
oil prices arise, at least in part, from anticompetitive conduct any-
where in the supply chain.

And the Administration is working with the States to obtain
waivers under the Clean Air Act, where appropriate, to ensure ade-
quate energy production levels.

These are commendable steps. This morning, I'm sure our sub-
committee will hear recommendations for other steps that should
be considered, and I join with you, Mr. Chairman, in looking for-
ward to the testimony of these witnesses.

Mr. BARTON. Thank you, Congressman Boucher. We’d now like
to recognize Congressman Bryant for an opening statement.

Mr. BrRYaNnT. Thank you, Mr. Chairman. I appreciate very much,
you holding this very timely hearing, and I want to thank our dis-
tinguished witnesses for appearing today, especially our colleagues
in Congress.

I'm eager to hear the thoughts and recommendations on this
issue that they have, and I would simply concur with what both
of you have already said today in terms of concerns that I have.

But in addition to that, I want to say that a few weeks ago, over
400 heavy trucks and tractor trailers came to the Capitol to try to
raise the Nation’s awareness of the escalating price of fuel.

For these drivers, many of whom are independent businessmen
and women, this was about more than simply paying a few more
dollars at the pump; their trip here was about sending a message
to Walihington’s policymakers that the future of their business was
at stake.

Fuel is often the second highest expense for truckers, and that
dramatic price increase has forced many to simply park their
trucks or even surrender their trucks, rather than lose money on
each haul because of the high price of fuel.

We certainly have this occurring back in Tennessee, and I know
it’s occurring across the country. The average American driver is
like the rest of us, though; we’re also feeling the effects of the steep
prices.

But these implications of high fuel prices for us go far beyond the
increased cost of filling our gasoline tanks. The vast bulk of our
Nation’s goods are being transported by the trucking industry, and
as the transportation costs rise, obviously, businesses are going to
be forced to raise the price of their goods and pass those on to us
as consumers.

So, in practical terms, this means that not only will a mother
have to pay more to drive to the local grocery store and to take the
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kids to school, but she will also have to confront an increase in the
price of milk and eggs and vegetables at the grocery store.

Fuel prices have recently shot up, I believe, because member
countries of OPEC have agreed to artificially raise the price of oil
by limiting production. Due to OPEC’s actions, prices have gone
from $11 to §12 a barrel in December 1998, to a high of $30 a bar-
rel in mid-February of this year, levels not seen since the Persian
Gulf conflict.

A columnist in yesterday’s Washington Post argued that Wash-
ington should not overreact to high fuel prices and should allow the
free market to set the fuel prices. I believe in a free market, and
I agree that Americans do not have a right to cheap gasoline, but
the free market is being manipulated, and Congress should not
have to apologize for considering policies to counter the foreign col-
lusion.

Short of legislative solutions, President Clinton can, and I think
should, use better diplomatic resources that are available to him to
put pressure on OPEC member nations to increase their produc-
tion.

In fact, many of the Americans currently suffering from OPEC’s
manipulation of global supplies are veterans of the Gulf War who
risked their lives to liberate and defend the oil-producing states,
states which are now conspiring to keep prices artificially high.

I think the President has an obligation to use the power associ-
ated with his office to convey the U.S. disapproval of OPEC’s sup-
ply strategy.

And I think this should have been not as a reaction that we’re
looking at right now where all of a sudden we’re doing it, this
should have been a long time ago. This didn’t happen just simply
overnight. And that’s my concern, that we’re going to have to go
through this crisis when we could have had better diplomatic rela-
tions in anticipation in a preventative measure, rather than react-
ing and running over there and asking them, oh, please, lower your
prices. I just disagree with this policy.

As a footnote, I want to also, since we have some distinguished
panelists, I want to know more about how prices are set in this
country. It concerns me when I'm back home buying gas, and I see
the price go up or down, and it seems to be tied together. I know
it’s against the law to conspire, and I know people aren’t con-
spiring, but every price goes up about the same when they go up,
and it goes down about the same.

And I understand that competition drives it down sometimes, but
I'm concerned about the prices going up together at the same time,
as well as the other one. I haven’t figured out yet—I know gasoline
is delivered to the retailers’ service stations, not every day. But yet
every day, the prices seem to be going up and down.

And this argument that, well, you know, I have to raise my price
because when they bring gasoline in, it’s gone up. But I see them
going up and down—mainly up now—every day, and I know they’re
not getting resupplied every day.

And I just wonder how they can justify that type of price increase
on that argument, well, my prices are going up.

Maybe somebody can educate me on that today. I look forward
to that, and I thank, again, the chairman for holding this hearing,
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and look forward to learning a lot about what’s going on today.
Thank you.

Mr. BARTON. I thank the gentleman from Tennessee. We now
recognize the distinguished gentleman from Massachusetts, Mr.
Markey, for an opening statement.

Mr. MARKEY. Thank you, Mr. Chairman, very much. You know,
I know that many like me are inspired by the eloquent odes to the
free market and the dire warnings about the catastrophic con-
sequences of any governmental intervention into the operation of
the marketplace.

And I wonder just where all of those spokespeople were last
March when the subcommittee held a hearing just upstairs to pres-
sure the Administration to block additional sales of Iraqi oil under
the Oil for Food Program because many members from oil-pro-
ducing regions felt that oil prices were too low, and they wanted
to drive these prices back up.

Where were all these opponents of governmental intervention
into the markets last October when this committee approved H.R.
2884, the Energy Policy and Conservation Act Reauthorization Bill,
which included a provision directing the Department of Energy to
purchase oil from marginal stripper wells in the United States
whenever the price dropped below $15 a barrel? That’s not the free
market; that’s the government intervening.

Now, for most of my constituents up in Massachusetts, the strip-
per well sounds like something you used find down in a section of
Boston we referred to as the Combat Zone, but this committee de-
cided last Fall that it was so important to protect stripper wells
from threat of low oil prices that we had to set up a special little
welfare program for them.

But now that oil prices are too high, and consumers in the
Northeast and across the country are suffering from gasoline
prices, now what are we going to do? Are we going to actually get
the Administration to use its existing legal authority to deploy the
Strategic Petroleum Reserve? Are we going to get around to cre-
ating a regional refined product reserve that could quickly be de-
ployed in the Northeast when we face energy emergencies?

No. We're told that would be wrong. That would be interfering
in the operation of a free market, and we just couldn’t do that, be-
cause that would only be protecting consumers, not the oil indus-
try.

Well, the fundamental fact of the world oil market is that it is
not a free market. Much of the supply is controlled by the OPEC
oil cartel. OPEC governments meet to set production quotas and
establish target prices, not the hidden hand of the free market.

Now, OPEC and the Cato Institute might believe that that’s a
free market, but they’re the only people who believe that that is a
free market.

So, if it is acceptable to the U.S. Government to intervene when
prices are too low for the producer states, which is what this sub-
committee apparently thinks, because that is just what H.R. 2884
does, why is not also acceptable for the government to intervene
when oil prices are too high and consumers are being harmed?

Ten years ago, I joined with Representatives Moorehead and
Lent, Republicans, to offer an amendment to the Energy Policy and
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Conservation Act which would create, on an interim basis, a feder-
ally sponsored regional storage facility for petroleum products.

Our amendment, which was signed into law in September 1990
as Section 160(g) of the Act, would have mandated that DOE set
up a regional refined products reserve on a test basis. The Bush
Administration’s Department of Energy then completely dis-
regarded the direction of Congress that the regional reserve be lo-
cated in those areas of the country such as the Northeast that were
most dependent upon imported petroleum products or likely to ex-
perience shortages of refined petroleum products.

Instead, they proposed to set up the regional refined reserve
using existing facilities on the Gulf Coast. And then to add insult
to injury, the Bush Department of Energy then refused to spend
any money on the program.

I wish I could say that the Clinton Administration Department
of Energy had corrected the problem, but it didn’t. It failed to insist
that Congress appropriate funding for the program between 1994
and 1995 and then it walked away from the program.

In 1996 when we were experiencing an earlier round of high oil
prices, the Department actually undertook a paper study of the de-
sirability, feasibility and cost of creating a regional refined product
reserve, and even this study, which I think understates the matter,
was forced to conclude that the benefits of a 2 million barrel re-
fined product petroleum reserve located in leased terminals in the
Northeast would approximate or exceed its costs, provided that the
costs would be reduced by trading Strategic Petroleum Reserve
crude oil for distillate fuel.

Despite this favorable conclusion, the Department subsequently
took the official position that a government-owned and controlled
crude oil reserve located in the Gulf Coast region is the most cost-
effective way to ensure continued oil products to the Nation during
a severe oil supply interruption.

In other words, no regional refined product reserve in the north-
eastern part of our country. Indeed, last September 23, the Depart-
ment’s Assistant Secretary for Fossil Energy actually testified be-
fore this subcommittee that the Administration wished to delete
unused provisions of the law that provide for the establishment of
regional and industrial petroleum reserves.

Unused? I'll say they’re unused. These provisions are unused be-
cause neither this Administration nor the Bush Administration
ever bothered to make use of them.

Indeed, DOE has chosen to disregard and ignore the problem.
And so I look forward to hearing from the Department this morn-
ing about the lessons of this Winter’s home heating oil crisis. Per-
haps now we will take action.

And I look forward to hearing from the other witnesses, and I
thank you, Mr. Chairman, for holding this hearing.

Mr. BARTON. Thank you, Mr. Markey. I'm sure that you’ll invite
me up to Boston and I can ask your constituents if they want gaso-
line refined from $15 a barrel Texas crude oil or $30 a barrel Saudi
Arabia crude oil and most of them will vote for $15 a barrel Texas
crude oil. I just have a suspicion of that, but I could be wrong.

Mr. MARKEY. I think that when people go up to their gas station
they don’t ask where it is coming from, they just ask how much
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does it cost, and when it’s heading toward two bucks a gallon they
are not going to be too choosy and say I would rather pay a higher
price if it came from America. They just want to make sure it is
there.

Mr. BARTON. Well, democracy is a wonderful thing and you and
I together will solve this problem, I'm sure.

Mr. MARKEY. This committee wouldn’t be interesting if Texas
and Massachusetts wasn’t as fully represented as they are.

Mr. BARTON. That’s true. Now let’s hear from Congressman
Largent of the great State of Oklahoma for an opening statement.

Mr. LARGENT. Mr. Chairman, I commend you for holding this
hearing this morning to examine a cause and effect of recent price
fluctuations in the world’s oil markets. Unfortunately it is not until
we experience sticker shock at the gas pump where American fami-
lies have to pay significantly higher prices to heat their homes that
oil and gas enter the national consciousness.

Now that the matter has raised national interest I hope that the
Administration and Congress will genuinely focus on developing a
long-term energy policy based on self-reliance, one that promotes
domestic oil and gas exploration and production, rather than direct-
ing our efforts on some short-term band-aid fix that may help in
the short-term but ultimately does little to prevent future price
fluctuations.

In short, we need to stop treating the symptoms and find a cure.

As one who represents an oil-producing State I know all too well
the economic havoc as well as the national security threat that
stems from our reliance on foreign oil imports. Since 1985 domestic
crude oil production has declined while our oil consumption has in-
creased. Today the U.S. imports over 55 percent of our crude to
meet domestic demand. Common sense would dictate that as de-
mand grows so should our production. Unfortunately, this is not
the case.

In fact, during the last 2 years our domestic oil industry has lost
65,000 jobs. These jobs have been lost for a variety of reasons—a
tax policy that favors investment overseas rather than here at
home, a growing regulatory burden which has significantly in-
creased industry’s compliance cost to the tune of $90 billion over
the past decade, offshore drilling moratoriums that prevent envi-
ronmentally safe development of domestic resources off our coasts,
and the refusal to even consider whether to open the Arctic Na-
tional Wildlife Refuge Coastal Plane for oil and natural gas devel-
opment.

Mr. Chairman, we can talk about whether or not we should re-
lease the Strategic Petroleum Reserve, why OPEC and non-OPEC
producing companies decided to cut back on their production,
whether or not there has been anticompetitive behavior, or whether
or not we should create a strategic reserve for heating oil, but in
my opinion the focus of this hearing as well as the focus of policy-
makers needs to be on what we must do to stimulate domestic ex-
ploration and production. Otherwise I predict we will continue to
have these large price spikes which will result with future Secre-
taries of Energy traveling the globe on bended knee asking foreign
countries to please meet our energy needs.
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I look forward to hearing our witnesses’ comments. Thank you,
Mr. Chairman.

Mr. BARTON. Thank you, Mr. Largent. We would now like to hear
from the former ranking member and a member whose district in-
cludes the East Texas oil patch, Congressman Ralph Hall of Texas.

Mr. HALL. Mr. Chairman, thank you very much and I join the
accolades for holding this hearing. It is very timely. A lot of atten-
tion has been focused on the rapid rise in heating oil prices and
I am sympathetic to that, particularly for the people in the North-
east. Higher product prices for heating oil, diesel fuel and gasoline
have been felt in other parts of the country as well.

You know, before Mr. Boucher moved closer to the chairman’s
desk up there, I always got to talk before Markey talked and that
was both good and bad but I think I just have to answer my friend
from Massachusetts in that it is not that prices are too low for en-
ergy, because all of us want reasonable prices, but they are too un-
reliable and if we could get a steady price—something acceptable
that was steady where little guys could go borrow it to drill a hole
and then sell it to the big guys, and that’s the way it works, I think
we could help you solve the problem of heating oil in the North and
East.

We're not unsympathetic to that. I certainly am not, but I don’t
hear my friend from Boston complaining about Amtrak—the dang
thing goes I think 38 times from here to New York, 36 times to
Philadelphia, I don’t know how many times to Boston subsidized.
The thing doesn’t even whistle west of the Mississippi or slow down
going through my little hometown, but still I support railroads be-
cause in a national emergency we operate on railroads and we have
to travel by rail and it is important for those people in the North-
east Corridor with the population, heavy population, and in New
York and those areas that they have transportation.

We are one Nation and we have different needs. We have dif-
ferent needs today to where there might be an answer that would
help both of us very much. The problem of the oil market is that
OPEC can get more oil out of one hole than we can get out of a
hundred here. We have had no government protection and yet we
are too proud to ask for a lot of Government protection, but the
Government could be a little kinder to the energy operation. We
don’t need any energy policy other than a simple energy policy that
says that there’s some reward for getting it and then send you to
look for it. That is what we really need and that is what we really
want and that is what we have not really had in years and years.

I think in my district farmers and truckers have been squeezed
dramatically and I realize that this gentleman from Massachusetts
does an excellent job for the people he represents, and that we
have different constituencies and we must make different speeches
up here, but really and truly I think both of us want the same
thing. That is an answer to what Jeremy Bentham called the great-
est good for the greatest number. Energy is so important so why
can’t it like railroads and be a national asset and be considered as
a national asset.

In my district we have been squeezed. Independent truckers do
not operate a high profit business. Theirs is a low profit business
and for independent truckers, the effects of increases on fuel is dis-
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astrous to them. Farmers in my area, already hit hard by a
draught, are attempting to cope with higher fuel prices while their
incomes have fallen dramatically. The Right to Farm Act that we
passed some time ago that affects my district a little more than the
Boston area. Any of you that have agriculture, any of us here who
represent people that have agriculture the Right to Farm Act is
going to wind up in about 2 years. The 7 year period is going to
be over—and if the subsidies get pulled back and they don’t have
that thing called parity, which is not in that act anywhere, right,
side, nor forehand, they are going to have a Right to Starve Act if
this Government does not move in and do something to change
that

Mr. BARTON. Would the gentleman from Texas yield? I hate to
interrupt his

Mr. HALL. I am going so good-

Mr. BARTON. I know you are.

Mr. HALL. You never did stop me when I was sitting that close
to you.

Mr. BARTON. Well, I am sorry. I will make it up to you, I prom-
ise.

Mr. HaLL. All right.

Mr. BARTON. I just want our witnesses and the members of the
panel that have not yet given their opening statements to know.
We have two votes pending on the floor. We have a vote on a reso-
lution. There is late-arriving news here.

We have a 15-minute vote, a 5-minute vote, and then a general
vote to follow, so unfortunately I am going to have to suspend the
hearing.

I would like to get Mr. Hall’s opening statement and perhaps Mr.
Shimkus’s opening statement and then we will suspend to go vote,
so I will now again recognize Mr. Hall.

Mr. HaLL. Well, I just think amid all the allegations of one thing
I believe consumers and producers can agree on is a goal that we
ought to find a way to achieve some stable oil prices. All of us crave
some certainty in the price of basic goods and services and no one
is well served over the long term by huge fluctuations in the mar-
ket. That is what the major problem is.

We are embarking on answers. I don’t have one today, but I am
interested in hearing what our witnesses have to say and maybe
some ideas will come out of this and a way to work things. I yield
back my time

Mr. MARKEY. Mr. Chairman——

Mr. HALL. Yes, I do yield.

Mr. MARKEY. I would just like to say that I agree with you. I
think the Northeast should work with the Southwest when the
prices are too low, right?—and I would hope that the Southwest
could work with the Northeast when the prices are too high, so
that we can find some equilibrium.

Mr. BARTON. Isn’t brotherly love great? I just love this. We are
in the opening statements and already we are bonding here.

But unfortunately we have two pending votes. The Chair is going
to recognize Mr. Shimkus for his opening statement, then we will
suspend, but we are going to have three votes on the floor and as
soon as the last vote is, the chairman intends to come back. We
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will recognize members that are present for opening statements,
but if a member is not present for an opening statement we will
then get to our first panel.

The gentleman from Illinois.

Mr. SHIMKUS. Thank you, Mr. Chairman. I will be brief and cut
through a lot of the gobbledegook and just talk about in the na-
tional energy portfolio one thing that you left out and I will list it
in No. 4 on your list is a credible, reliable biofuels program, one
that the Administration talked about.

I have a bill, H.R. 2788, which would expand the CMAC. We had
a hearing last week on the auctioner program. It was stated by the
DOE, who is testifying today, that if we eliminated the auctioner
program, gas prices would increase 3 to 5 cents a gallon. A credible
biofuels program is critical to our national security. It decreases
our reliance on foreign oil. It is cleaner burning and it is renew-
able. Any discussion on energy policy without considering the
biofuels program is a mistake and obviously I will be in this proc-
ess fighting for cleaner air, renewable source of fuel, and for our
farmers, and I yield back my time.

Mr. BARTON. We are going to suspend the hearing. We have
three votes on the floor. My guess is we will restart between 11:20
and 11:30, so the subcommittee is in recess until approximately
that time.

[Brief recess.]

Mr. BARTON. The subcommittee will come to order. We are still
in opening statements. We have members present.

The Chair would recognize Mr. Norwood for an opening state-
ment and then he’ll recognize Congresswoman McCarthy for an
opening statement. Mr. Norwood.

Mr. NorwooOD. Thank you very much, Mr. Chairman. I do appre-
ciate you having this hearing today. It is very timely and I thank
our colleagues for taking the time and coming to testify.

I think it is fair to say that all areas of this country are feeling
the effects of the recent near-historically oil and gas price in-
creases. It is not just Boston. The unusually harsh, cold spell in
January and early February over much of the East Coast, com-
bined with OPEC’s shenanigans, have made it extremely hard on
many citizens, especially older Americans.

Mr. Chairman, I firmly believe that this crisis could and should
have been avoided, and I lay the blame for allowing prices to get
out of control squarely at the feet of the current Administration.
This oil shortage is completely and wholly artificial. There is plenty
of oil to go around if the oil-producing countries simply choose to
pump it. If we had a President with enough intestinal fortitude to
face down that same OPEC group that we baled out earlier last
decade I do not think we would be in this mess.

Furthermore, I am deeply disturbed by remarks made by Presi-
dent Clinton on Tuesday that suggest he may be complicit in the
artificial price hike. The President said that the prices need to be
high in order to, and I quote, ladies and gentleman, “encourage the
use of alternative fuels and to prevent global warming.”

Now Mr. Chairman, I find that a little offensive. We do not need
to be furthering the Clinton-Gore Administration’s liberal global
environmental wacko agenda on the backs of the American working
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poor and elderly. Our gas and oil prices do not hurt the new
wealthy elite who have profited so well from the stock market,
international trade and the boom in technology. If you are riding
in a $60,000 Mercedes you probably do not give a rip whether gas
is 89 cents or $1.89, but Mr. Chairman, my people are riding in
used Fords and Chevrolets working two jobs to make up for the
manufacturing jobs lost by NAFTA and the Red Chinese Army and
I'll be durned if we ought to let the oil producing countries take
their lunch money to boot.

Mr. Chairman, we need to send a strong message today gas
prices last year in this country were not too cheap. We need this
Administration to use every possible economic weapon at our dis-
posal to bring these prices down before cumulative inflationary ef-
fect pulls our overall economy into recession.

If this Administration wants to pass new environmental legisla-
tion to stop people from using their cars to get to work or take
their children to school, then bring the bill forward and let us have
a debate on it today, but do not try to circumvent the will of the
people by encouraging foreign nations to raise prices on our poor,
then declare it is for their own good.

Mr. Chairman, I am anxious about this hearing. I look forward
to it, and again I thank you for calling it.

Mr. BARTON. Thank you, Congress. We will put you down as un-
decided on what to do about the problem.

We would now like to hear from the gentlelady from Missouri,
Congresswoman McCarthy, for an opening statement.

Ms. McCARTHY. Thank you very much, Mr. Chairman.

I was not present when Mr. Shimkus gave his remarks with re-
gard to biodiesel fuel, something that this committee helped to put
into law and is hopefully creating relief in our transportation sec-
tor, but as I read the briefing that the staff provided about today’s
oil prices, they note that while crude oil prices have risen in nomi-
nal terms when adjusted for inflation they are still lower than his-
torical prices. In today’s dollars prices for crude oil peaked in 1981
at about $70 per barrel or $39 per barrel in nominal terms. Heat-
ing oil prices are also still lower than previous years, and yet we
are experiencing in our country some distress in certain sectors and
regions and certainly at certain economic levels, so I would hope,
Mr. Chairman, that we would go forward on two fronts.

First of all, take a look at what other things we can be doing,
such as this committee has done, to encourage uses of alternative
fuels such as biodiesel and other fuel combinations that use our
natural resources. Since the transportation sector is the largest pe-
troleum end user, I think we might also explore whether or not
what OPEC is doing is actually legal within the WTO and if not
take steps to address that as well.

I do thank you, Mr. Chairman, for holding this hearing and for
allowing us this opportunity to hear from members and also ex-
perts in the field and to have a full and fair discussion of what we
as a Congress might do. Thank you very much.

Mr. BARTON. Thank you, Congresswoman. We appreciate that.

I would now like to hear from the distinguished chairman of the
Health and Environment Subcommittee who shares some jurisdic-
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tion on this issue, Congressman Bilirakis of the great State of Flor-
ida.

Mr. BILIRAKIS. Thank you very much, Mr. Chairman, and I, too,
commend you for holding this hearing.

Mr. Chairman, in yesterday’s St. Petersburg Times there is an
article entitled “Survey Confirms Gas Pump Shock.” There is a
paragraph in here: “The AAA usually conducts its price survey on
a monthly basis but prices have been rising so fast lately that the
organization will begin conducting weekly surveys March 14. The
weekly schedule will continue at least through March 27, the next
time members of the Organization of Petroleum Exporting Coun-
tries meet to discuss whether they will pump out more oil.”

I think that basically says it all so very well, Mr. Chairman. We
know about the gas prices having gone up and in Florida prices
have gone up 15 cents a gallon in just 3 weeks. The average price
for a self-service gallon of regular unleaded fuel reached $1.54 on
Tuesday, up from $1.39 on February 15. A year ago a gallon of gas
cost just 98.2 cents in Florida and earlier this week the Energy In-
formation Agency predicted that even barring major refinery dis-
ruptions this summer average retail gasoline prices could reach a
monthly average of $1.75 to $1.80 per gallon, and in high cost
areas such as California prices could be as high as $2 per gallon.

Mr. Chairman, you and others have all said it. Finding the cure
is really what we should be doing hopefully in this committee, and
not just short-term fixes that we read about what the Administra-
tion is doing when their Department of Energy News announces
“Administration’s Actions to Ease Home Heating Oil Crisis.” 1
would like to say that there are an awful lot of things they could
be doing on a regular basis to keep the problem from taking place
rather than after something like this comes up. Mr. Chairman, it
is critical I think to go into the real reasons why the prices have
gone up.

We can blame OPEC and OPEC to a large degree probably is re-
sponsible. I don’t know how much of the responsibility lies really
domestically, but knowing you and knowing your persistence and
perseverance I think you are going to come up with the answers
ultimately. Thank you, sir.

Mr. BARTON. Thank you, Congressman Bilirakis. We appreciate
that.

The gentleman from Ohio, Mr. Strickland, is recognize for a brief
opening statement.

Mr. STRICKLAND. Thank you, Mr. Chairman. I am pleased that
we are holding this hearing today because the high price of gaso-
line and fuel oil deserves our full attention.

I represent a very rural part of Ohio, and just recently in recent
days I have met with independent truckers, I have met with mem-
bers of the Farm Bureau, and other constituents across Southern
Ohio to hear the concerns that these hard-working individuals
have.

Many of these people maintain business or farm operations
which simply cannot withstand the recent volatility in the prices
of diesel fuel, gasoline, and home heating oil. In rural Southern
Ohio the considerable increase in fuel prices has alarmed many
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and they are looking to us to provide some stability during this
emergency.

I think we must take our responsibility very seriously and ex-
plore thoughtfully and thoroughly our options for addressing this
alarming situation, including the release of oil from the Strategic
Petroleum Reserve.

I understand that the Administration has made no decision as to
whether or not to pursue this particular option, but I emphasize
that for many people in my district the high fuel costs have already
created an economic crisis for them, and while we are sharing the
blame for this current crisis, I think we should remind our so-
called international friends that friendship is a two-way street.

We went to Mexico and helped them when they were experi-
encing economic difficulty and yet they have colluded, in my judg-
ment, with OPEC including Venezuela and Saudi Arabia and Ku-
wait, a country where we put our national resources and the lives
of our young people on the line, and now they collude to raise
prices, and I think we should take the firmest stand with the
OPEC nations.

I understand that we don’t give them a lot in terms of direct eco-
nomic aid, but we give them security, and Saudi Arabia is awfully
glad that we exist, otherwise they may not exist and I think we
should remind them of these circumstances and demand that they
be sensitive to the needs of our economy as we face this very dif-
ficult set of circumstances.

Thank you, Mr. Chairman. I yield back my time.

Mr. BARTON. Thank you, Congressman, and your point about
Mexico I think is very well taken.

I am glad that you brought that up, because that is worthy of
future discussion.

The gentleman from the Tarheel State, the Honorable Mr. Burr
of North Carolina.

Mr. BURR. Thank you, Mr. Chairman, thank you for this hearing.
I welcome my colleagues. I had the opportunity to have Secretary
Richardson in International Relations last week. Wish I could tell
you that I was enlightened and knew that there was an end to the
current process from his statement and answers but in fact I got
the distinct impression that we still have no policy. For an issue
that most Americans have seen coming for some time, the question
is who was asleep at the helm.

Let me take this opportunity, Mr. Chairman, as you know I exer-
cise frequently when individuals don’t share with us the oppor-
tunity to read their testimony well in advance, that for an issue of
this magnitude that affects so many Americans—seniors, truckers,
the average person every time they stop at the pump—EIA and the
Department of Energy was nice enough to share their testimony for
this hearing with us at 8:30 p.m. last night. Under the rules of this
committee we could deny them the opportunity to testify and I
question today after reading the testimony last night whether it is
even worth hearing, but this committee has never denied a branch
of the Government the opportunity to come before us and educate
us, enlighten us, and share with America what their plans were to
solve the problem.
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Clearly there was an opportunity for both to share their testi-
mony with each other to make sure that there were no discrep-
ancies between how they would testify.

I just had the opportunity to refresh myself with a letter or the
response to a letter that I wrote to the EIA earlier with a number
of other members, Republican and Democrat. Let me read one sen-
tence in that letter: “EIA’s latest projections show regular gas
prices peaking near $1.40 per gallon this summer.” That was in the
last several weeks. Think of the gas pump price the last time you
filled up. Clearly we have missed it again.

We have no better determination of where gas prices are going
to go because we have no policy to stabilize it. I think my chairman
of the Health Committee was right. It is time we find a solution.
It is time that the Congress and the Administration work together.
If using SPR to stabilize the price is an option, we have used it be-
fore. We should put it on the table now. How difficult a decision
does the Administration have to make a determination as to what
is an effective way to stabilize price?

I am reminded of the remarks that Senator Murkowski said this
week or last week in his hearings. It is odd at a time where we
are faced with this crisis that we have an Administration who is
aggressively causes the price of electricity to go up through the reg-
ulations on the industry, has cutoff new exploration in the areas
of the public Federal lands for exploration, and an Administration
that blocks the Nuclear Waste Policy Act which affects the long-
term cost and unpredictability of energy as well as our inability to
relicense hydro facilities.

Mr. Chairman, this is an important hearing I thank you for hold-
ing and I yield back.

Mr. BARTON. I thank the gentleman from North Carolina. I
would agree with the gentleman on the tardiness of some of the
testimony. I was tempted to not let DOE testify today, but this is
such an important hearing that I think we have to have their testi-
mony in the record but it is ironic to me that they testified at a
similar hearing in the Senate 2 weeks ago, so that I doubt that
they had to reinvent every paragraph.

I just have a feeling that some of what their testimony today is
is similar to what it was 2 weeks ago, so I share your concerns and
I will be addressing them with the Secretary or his deputy later
today, I hope.

We do have several more opening statements, but Mr. Sweeney
has a pending engagement at 11:30, so we are going to attempt to
expedite these opening statements.

The distinguished gentleman from Illinois, Mr. Rush, who I am
sure his constituency has experienced more than most of our con-
stituencies the pain of some of these higher energy prices recently,
will be recognized for an opening statement.

Mr. RusH. Thank you, Mr. Chairman, and you are absolutely cor-
rect. My constituency has faced many, many problems as it relates
to the escalating prices, oil prices, and I want to thank you for call-
ing today’s hearing on the issue of oil price fluctuations.

I especially think it is important that our subject for hearing this
morning is just not the high price of gasoline at the pumps or the
price of heating oil this winter. Really our hearing must focus on
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the volatility of our markets. Just a year ago crude oil was selling
for approximately $11 a barrel. Today it is selling for $30 a barrel.
Now we certainly all understand how the free market economy
works. When supply is high and demand is low, prices will fall.
When supply is low and demand is high, as we know, prices will
rise.

That said, my issue is not with the free market economy. My
issue is with how we have allowed ourselves and our Nation to be
manipulated by it.

During the first session of this Congress, this subcommittee held
hearings on what could be done to assist domestic oil producers to
keep their wells open. Situations like the one we face today was
used as an argument for giving assistance to domestic producers.
In response to today’s high prices, the Administration appropriately
took action by releasing LIHEAP funding for the lower income. Ad-
ditionally, the Administration waived on a case by case basis cer-
tain environmental standards and currently on the Hill there is
discussion of dropping the Federal gasoline tax.

That said, Mr. Chairman, these proposed remedies are not rem-
edies to solve the issue of price fluctuation and our Nation’s vulner-
ability to such fluctuations. Really what we must be about today
and what we must be about when prices come back down is fig-
uring out a way to decrease our Nation’s vulnerability to fluc-
tuating prices. We are present here at the dawn of the 21st Cen-
tury. We are seeing technology that our parents and grandparents
never dreamed of, and, Mr. Chairman, I find it hard to believe that
in this day and age American cannot find a workable solution to
oil price fluctuation.

What is the solution? Well, we are not sure at this point, but
maybe perhaps there must be a greater focus on the use of renew-
able energies. Maybe we should be looking at natural gas more
closely. Perhaps we should increase our reliance on domestic pro-
duction and maybe we need to rethink our heavy reliance on for-
eign oil. Quite frankly, I am not sure of the solution.

However, I am certain that a quick fix today does not solve the
problem tomorrow. Therefore, I am calling on the Congress and
this subcommittee to work to solve this problem permanently—no
quick fixes.

Let us set up commissions, conduct studies, do whatever that we
must do to prevent our Nation’s vulnerability to fluctuating oil
prices. This must be done to protect our Nation’s economy and to
protect our Nation’s security.

So Mr. Chairman, I fully appreciate the subject of today’s hear-
ing, but we must be about finding a permanent solution and not
quick fixes, and with that, Mr. Chairman, I yield back the balance
of my time.

Mr. BARTON. We thank the gentleman from Illinois for his
thoughtful statement. We would like to now recognize the gen-
tleman from Staten Island and part of Brooklyn, the baseball
standout from the 13th District who is celebrating I am told today
his 35th birthday, which means he is now eligible to run for Presi-
dent of the United States of America if he so wishes—Mr. Vito
Fossella.

Mr. FosseELLA. Well, thank you very much, Mr. Chairman.
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Mr. BARTON. Is it not true it is your birthday?

Mr. FosseLLA. This is true.

Mr. BARTON. It is true?

Mr. FOSSELLA. As to the second, I decline.

Thank you very much and thank you as always for holding the
hearing.

I think the last thing we need today, Mr. Chairman, the Amer-
ican people need today is another analysis as to why prices have
run up. I think what the American people need are answers as to
what this Administration and Members of Congress who have been
resistent to allow greater emphasis on domestic oil producers and
create of a dependency on a foreign cartel.

I think if anything has come out of this hearing in the opening
statements so far is that both sides of the aisle agree that the
United States is too dependent on foreign cartels and there are
things that this Administration can be doing to ease the regulatory
burden on domestic oil producers to ease the tax burden and to cre-
ate incentives so that we are less reliant upon this cartel.

We have seen in the last several months those constituents of
mine in Staten Island, Brooklyn, what the consequence of lack of
action are. Yesterday on Staten Island at the pump, $1.99 for gaso-
line. We have a gentleman with us today, Mr. Peter D’Arco, who
supplies home heating oil to a lot of people in my district, and he
will tell you first-hand what happened when we saw that spike in
home heating oil just a couple of months ago. A lot of citizens on
fixed income are not going to be able to pay their bill.

That is the consequence of lack of action, and I know a lot of peo-
ple call for long-term solutions. Some people have called for com-
missions and studies. I don’t think we need a commission. I think
what we need is an articulate policy that says these tax burdens
are too high, these regulatory burdens are too great, and then ulti-
mately the constituents on Staten Island, my constituents in Stat-
en Island, Brooklyn, will benefit and we will have a rational policy
for the domestic oil producers around the country, particularly in
the West and the South.

I think if anything else, if I might add, it has been repeated a
couple of times, but let us not just take a snapshot here and forget
about it. Let us not just tell the American people that we are doing
something when in reality nothing may come out of it. I think what
you need and what this country and what the people of this coun-
try need is less rhetoric and more action.

I know our colleagues here have also felt the brunt. I know Con-
gressman Sweeney in upstate New York and Congressman Sher-
wood in Pennsylvania get hit even harder, and you have been vocal
advocates in trying to bring about relief and trying to help your
constituents and I appreciate your coming here today. You have
done a great job as well.

Mr. Chairman, I think what—if I could underscore one more
time—that life is a two-way street, and this issue of OPEC’s de-
crease in production, I agree with my good friend from Ohio, that
several years ago we lost American lives because we were there for
Saudi Arabia and Kuwait and now, all of a sudden, it seems that
they forgot those lives that were lost.
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Right now there are being in Staten Island, Brooklyn, across the
Northeast who are paying a lot for gas at the pump and home heat-
ing oil. If anything comes out of this, and I am as big a believer
in the free market as anybody here, but technically we do not have
one because as long as we are dependent on places like Saudi Ara-
bia, Kuwait and Mexico and Venezuela for our oil, we do not live
in a free market. If anything comes out of this, I would hope it is
a united Congress and an Administration that sends a signal
around the globe that when the chips are down for us we expect
help, just as we are there for them when they need help. With that,
I yield back the balance of my time, Mr. Chairman.

Mr. BARTON. Thank you, Congressman, and I want to commend
you on the effort that you put in on this issue. You were one of the
first Congressmen to ask me to conduct this type of a hearing and
you have been very aggressive in seeing to the needs of your con-
stituents and you are to be commended on that.

Our last opening statement is going to be from the gentlelady
from New Mexico, Congresswoman Heather Wilson, who has
helped this subcommittee in obtaining a witness for later in today’s
hearing. Congresswoman Wilson.

Mrs. WILSON. Thank you, Mr. Chairman, and I wanted to thank
you for holding this hearing.

I have a slightly different situation than the folks in the North-
east in that New Mexico doesn’t rely as much on home heating oil,
but on Sunday the price of a gallon of gas at the Chevron station
at I-25 in Lomas was $1.49.9 and it is probably 2 or 3 cents higher
than that by today. The New Mexico Hotel and Motel Association
says that they have historic low advance bookings for June, July
and August and the No. 1 reason they believe—that we have got
a great economy otherwise—but people are not planning to drive
this summer and it is going to affect tourism across America.

Eighteen months ago, or for the 18-month period between 1997
and mid-99, we had historic low prices for oil that cost $3.7 billion
to the New Mexico economy, 1500 jobs and $25 billion to the Na-
tion as a whole. Where was this Administration on energy policy
then? Frankly, it is pretty much where we are now. I don’t think
t}f}ey have a policy and we are all suffering the fluctuations because
of it.

The reality is that the problem is the fluctuations and it is the
dependence on foreign oil that is driving many of those fluctua-
tions. It is not a free market. It is a cartel. You are exactly right—
3nd those countries will do what it is in their national interest to

0.

In 1998 52 percent of the oil consumed in the United States was
from foreign sources. That is the highest level in history, the high-
est percentage in history, and at the same time we have a tax
structure and a regulatory structure that cuts off responsible explo-
ration, that encourages foreign exploration, and that limits offshore
drilling. We have taxes on gasoline, and most folks don’t know that
of that $1.49 they paid last weekend at the pump per gallon 18.3
cents is in Federal taxes. It used to be 14 cents before the tax hike
of 1993. The same with diesel—24.3 cents is taxes.

I think the question today that I am going to have for some of
the folks particularly from the Department of Energy is what is the
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plan? For 12 months—it was 12 months ago that OPEC said we
are going to cut production and started to hold together. As long
as a cartel holds together America has a problem. They were inac-
tive for 12 months and then we see a flurry of airplanes going
around the world asking people on bended knee with hat in hand
to increase production. That is not a policy. That is a plea, and we
need to come up with a policy.

I am glad they released the LIHEAP funds for folks in the North-
east and I hope that that helped some, and likewise looking at
weatherization assistance, but that doesn’t solve the problem.
These are little band-aids and we need to get a serious policy to
reduce reliance on foreign production.

Thank you, Mr. Chairman.

Mr. BARTON. Thank you to the gentlelady from New Mexico. We
are now going to welcome our first panel. All other members are
not present who have yet to make an opening statement who wish
to make an opening statement, the Chair would ask unanimous
consent that their statement be included in the record at the appro-
priate point.

Is there objection? Hearing none, so ordered.

[Additional statements submitted for the record follow:]

PREPARED STATEMENT OF HON. CLIFF STEARNS, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF FLORIDA

Thank you Mr. Chairman for holding this hearing.

One dollar and eighty cents. That’s what average Americans can expect to pay for
a gallon of gasoline this summer. Home heating oil will cost even more. So, I need
not emphasize the importance for this Subcommittee to examine the recent spike
in oil prices and how this Administration deals with such changes in the market.

In February of last year, crude oil was $12 per barrel. 12 months later—the cost
rose to over $30 per barrel. Though these prices, when adjusted for inflation, are
below historical oil prices, there is cause for concern.

Some have called for the President to drawdown the Strategic Petroleum Reserve.
At this time, I would caution against such action. This reserve was created to sus-
tain the US in the event of a major disruption in its energy supply.

However we must examine all aspects of this issue including allegatlons of “price
gouging’ by oil companies and most importantly our dependence on foreign oil. Our
dependence on foreign oil has increased since the oil crisis in the 70’s. Over 50%
of our oil is imported leaving our economy at the whim of a handful of nations. This
is a national security concern. And one not to be taken lightly.

Regardless of where each of us stands on addressing the oil price issue, I am most
concerned with the Administration’s handling of this recent price spike.

In March of 1999, OPEC met and agreed to reduce oil production. That was near-
ly a year ago. The federal government had more than enough time to prepare for
what inevitably would result from a decrease in supply—an increase in price.

In fact, the Department of Energy did not announce any major action until just
last month per its news release dated February 10. Even more amazing is that Sec-
retary Richardson in a Boston meeting was quoted as saying “the federal govern-
ment was caught napping.”

Heaven forbid if any of our military leaders were to use such an explanation.

And speaking of unprepared, for the record Mr. Chairman, I would like to note
that DOE did not get its testimony to the subcommittee until 8:30 last night. How-
ever, I guess we should be used to this by now.

I do question some of the actions proposed or taken by the Administration. For
instance, the President released nearly $300 million in Low-Income Home Energy
Assistance Funding in response to the home heating oil crisis.

While, this undoubtedly provided needed relief, I wonder if the Administration
considered that much of the emergency LIHEAP funding will also be needed for air
conditioning in the summer. We can expect another summer of extreme heat and
many Americans will need such assistance.

In addition, waiving “hours of service” regulations for commercial trucking and
deferring routine maintenance at refineries may cause more additional problems.
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Mr. Chairman, we have a lot to learn today, and I look forward to the testimony
of our distinguished Member panel, as well as the Administration and Industry wit-
nesses. Thank you.

PREPARED STATEMENT OF HON. ToM BLILEY, CHAIRMAN, COMMITTEE ON COMMERCE

Mr. Chairman, before I give my statement I would like to welcome Congressman
Boucher from my home State of Virginia as the new ranking member on this Sub-
committee. I think the gentleman will make an excellent ranking member and I am
happy to see we have finally broken the lock the State of Texas has had on this
Subcommittee.

Thank you, Mr. Chairman. I'd like to commend you for holding this hearing on
oil prices and I welcome the Members that have come to testify before the Sub-
committee today.

As everyone is well aware, recently there has been a dramatic increase in the
price of crude oil and oil products, including home heating oil, gasoline, and diesel
fuel. Although heating oil prices have declined as the temperature has risen, I am
told gasoline prices for this summer will reach heights we haven’t seen for years.
Like many members, I am concerned about the impact these high oil prices are cur-
rently having on consumers and on our economy.

There are always events out of our control that impact the price we pay for oil:
the decision of OPEC to decrease production; a sudden, an unexpected cold snap;
an increase in the demand for oil in Asia; and the unexpected shutdown of refin-
eries. Given all that, this hearing will look at whether government intervention is
necessary or appropriate on this matter.

This hearing will provide an opportunity to explore this country’s policy on oil
markets and our energy security. We need to assure that the U.S., not officials in
countries thousands of miles away, is in charge of its energy policy.

I welcome today’s witnesses, and I am especially looking forward to hearing the
testimony of our colleagues. Thank you.

PREPARED STATEMENT OF HON. RON KLINK, A REPRESENTATIVE IN CONGRESS FROM
THE STATE OF PENNSYLVANIA

I want to thank Chairman Barton and Ranking Member Boucher for holding this
hearing today to talk about high fuel prices and what we can do to bring relief. I
want to welcome all of our witnesses today, especially Mr. Sam Farruggio, who is
from Bristol, Pennsylvania, and who runs a trucking business of over 100 trucks in
the northeast. Mr. Chairman, I will also submit for the record a statement from Mr.
Jim Luchini of Kirk Trucking in Delmont, Pennsylvania, who sent me figures, back
in January, showing that prices at the diesel fuel pumps increased in some places
by 10 cents in 24 hours. Also, on January 26th, the Pittsburgh Post Gazette reported
that diesel prices shot up about 40 cents in the previous week.

We need to get the price of crude oil down to normal levels so our folks can afford
to live. The problem began in March of last year, when OPEC decided to cut oil pro-
duction by 7.5% because they wanted bigger profits. As a result, home heating oil
prices skyrocketed, and diesel fuel prices haven’t been under $1.00 a gallon since.
Diesel fuel prices in Pennsylvania were up to $1.96 a gallon at the beginning of Feb-
ruary and, as of March 6th, are now $1.60 a gallon.

I am here today to tell you that I understand and appreciate what a dramatic
impact these increases are having on truckers and their families, and on people try-
ing to pay their home heating bills.

Here is a case study. In February, when the Independent Truckers drove their
trucks in to Washington to protest skyrocketing diesel prices, the Washington Post
wrote a story about the Ericksons from Meyerstown, PA who own their own rig.
Mrs. Erickson is now helping her husband to drive the truck, to make ends meet
and to cover operating costs, and they had to pull their 14-year-old daughter out
of school and are now home-schooling her in the cab of their truck. No family should
have to disrupt their lives so drastically, because of high prices at the gas pumps.

Congress, and the Administration, have discussed every option imaginable. Con-
gress has met with President Clinton, and Energy Secretary Richardson has been
all over the Mideast urging OPEC countries to increase production. After our citi-
zens fought the Persian Gulf War, risked their lives, and some lost their lives, to
keep our allies free (Kuwait) the least they can do for us is to increase oil produc-
tion. After meeting with Secretary Richardson, OPEC nations have agreed to meet
on March 27th to decide whether they will increase production.
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This week, I have introduced a resolution in the House saying that, if OPEC lead-
ers fail us, and don’t increase production, the President should draw down the Stra-
tegic Petroleum Reserve (SPR) to give us relief The SPR contains 586 million bar-
rels of oil, and if OPEC fails us, then we must tap in to our own reserves. I would
appreciate the support of my colleagues on the Committee for this resolution.

I am also a co-sponsor of a bill, introduced by Congressman Sanders of Vermont,
to create a special 6 million barrel oil reserve for the northeastern states. This will
help diesel truck drivers, farmers, who must operate tractors, drivers of regular
cars, and persons paying home heating oil bills. Here is how it will help: if we have
an emergency or severe winter weather, the 2 million barrels of oil will be used for
home heating oil purposes. If the severe winter continues, then we will draw on an
additional 4.7 million barrels of oil kept in reserve to heat homes. That way, diesel
fuel will not be confiscated to use as home heating oil, because the reserves were
there. This will keep prices down for truckers, car drivers, and farmers driving trac-
tors.

In addition, as quickly as possible, Congress needs to pass the Supplemental Ap-
propriations bill in which the President asked for an additional $600 million for
LIHEAP funds, $19 million for the Home Weatherization Program run by the De-
partment of Energy and another $1 million for the Small Business Administration
to provide low-interest loans for small businesses to get through the crisis.

If more Pennsylvanians can weatherize their homes, their heating bills will go
down. The extra funds for LIHEAP will give SBA a total of $86 million to give loans
to home heating oil dealers so they can extend flexible payment terms to their cus-
tomers. Loans will also be available to loggers and truckers who were affected by
the price spikes.

I look forward to working with my colleagues in Congress and the Administration
to determine whether we need to re-examine our policy regarding the Strategic Pe-
troleum Reserve and United States energy policy in general.

Again, I want to thank our witnesses, especially Mr. Farruggio who came from
Pennsylvania and gave us the message we all must remember—“we have seen the
fuel prices move as much as 15 cents a in one day and changes at the pump two
to three times in one day.” We must resolve this, so working men and women of
America can afford to live and work without passing costs on to consumers due to
high oil prices. Thank You, Mr. Chairman.

Mr. BARTON. Due to a pending engagement, we are going to rec-
ognize the gentleman from New York, the Honorable John
Sweeney. We will go with you first, then we will start with Mr.
Moran, Mr. Sherwood, and hopefully by that time Congressman
Crowley of Pennsylvania will be joining us, so Mr. Sweeney, your
statement is in the record in its entirety and we recognize you for
5 minute to summarize and appreciate your appearance before the
committee.

STATEMENTS OF HON. JOHN E. SWEENEY, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF NEW YORK; HON. JERRY
MORAN, A REPRESENTATIVE IN CONGRESS FROM THE
STATE OF KANSAS; HON. DON SHERWOOD, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF PENNSYLVANIA;
AND HON. JOSEPH CROWLEY, A REPRESENTATIVE IN CON-
GRESS FROM THE STATE OF NEW YORK

Mr. SWEENEY. Thank you, Mr. Chairman. I want to thank you
and the ranking member, Mr. Boucher, for conducting this hearing.
I am extremely thankful. As you know, I have had a number of
conversations with you in the halls of Congress about this par-
ticular issue.

And while we may not agree on all or share the same views on
all of the issues attendant here, I think we do agree on the need
to begin to develop the process for finding a long-term solution
based on self-reliance.

This hearing is an important event for those of us in the North-
east, because, frankly, the Administration has viewed this with be-
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nign neglect. They have ignored our pleas and they have shown no
leadership.

They have detached; they don’t feel our pain. And I think if I can
do something important here, it will be to put a human face on
what’s happening in my region of the United States in upstate New
York.

Many of my constituents have been shocked at what has hap-
pened with fuel and oil prices as they have risen, but I'd like to
start by saying that as New Yorkers, we prepare and plan for all
sorts of weather conditions in the Winter, and we have a lot of ex-
perience.

Whether it’s families putting plastic over their windows for extra
insulation, or pulling sweaters out for warmth, or adjusting the
thermostat down to preserve fuel, New Yorkers, we know how to
prepare for cold winters.

But this is one that we were really caught by surprise on, and
I think it will give you a real sense of the kind of issues that exist
out there, as you begin the journey to find solutions.

In January, one constituent called and told me that he was using
his overtime wages to pay the heating bill, rather than saving for
his children’s education.

A senior citizen called and explained that she didn’t act quickly
enough to stop the oil distributor from delivering the recap on her
oil tank, and filling her oil tank, as is usually done in my neck of
the woods, was faced with a $450 oil bill.

This woman is collecting a Social Security check each month for
just under $400, and this current situation is real to her. It leaves
her finances decimated.

These are just two of the many examples of this horrendous situ-
ation, and how people are dealing with this extreme hardship. With
the high cost of home heating fuel ruining many family budgets,
people have had to cut expenses elsewhere.

Often, too many people are literally having to choose between
ﬁutting food on the table for their families and having a warm

ome.

The crisis has been so severe that an oil distributor in my Dis-
trict recently told me that he was hoping for warmer weather
quickly. That’s like hearing that Frosty the Snowman wants to sing
about how he is looking forward to Spring.

This gentleman told me that they were only delivering in quan-
tities of 100 gallons, because most folks could not afford more, and
he could not get enough fuel from producers to satisfy the demand,
because there was not enough heating oil in the region.

For further reference, he usually will not deliver less than 150
gallons, because he can’t justify the cost.

Truckers, as many of your committee have pointed out, are feel-
ing the pinch in high diesel prices. Mr. Bryant mentioned the rally
that was held earlier this month in Washington.

I live in an area where mass transit is not readily available. The
trucking industry is a major, major component of our economy, and
the area is very dependent on moving goods and supplies by using
truckers.

Many truckers in my District are finding it too expensive to start
their engines, and are simply quitting the business. An industry
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that already has a shortage of drivers doesn’t need this additional
burden.

The stories continue: Whether it’s the small manufacturing plant
pouring its profits into fuel tanks, the grocers who must pay more
for food to be shipped, the local government that finds its heating
bills doubled, forcing them to cut back on services; this crisis has
affected everyone in the region.

In response to this emergency situation, I have sent, as have
other Members of Congress, sent letters to the President and to the
Secretary of Energy, asking them to release emergency LIHEAP
dollars and to consider opening the Strategic Petroleum Reserves
to get more oil into the region.

Many of our colleagues have joined us, as I said, in this call, ask-
ing that we reduce the burden in the Northeast, in particular, but
with all due respect to those who feel otherwise about the Adminis-
tration’s response to this, it has been grossly inadequate.

They have been, as I said earlier, treating this with benign ne-
glect. The entire State of the New York, in the first release of
funds, received $2.6 million in emergency assistance, while our
friends in Maine and in surrounding States received five times that
emergency aid.

We quickly called for assistance to help New Yorkers, but were
rebuffed by the Administration, which still refused to acknowledge
there was an emergency situation in the first instance.

Only after LIHEAP funds became an issue in the current New
York Senatorial race, did the White House release more funds. Too
little, too late, is what we heard from most of the constituents and
most of the people in upstate New York.

The White House had an opportunity to release from the SPR in
January, yet they have steadfastly denied there was any problem
in the first instance. Now, after belatedly acknowledging that there
is not enough oil in the market, the Secretary of Energy has trav-
eled the world with hat in hand, asking OPEC to increase oil pro-
duction to help get us out of this situation.

In 1984, President Reagan announced that the SPR would be
drawn down in early in disruption such as what the Northeast is
experiencing now. If this Administration had acted when they were
first asked to, and acted in accordance with President Reagan’s pol-
icy regarding the SPR, this crisis may have been shortened.

By strategically releasing oil from the reserves into the North-
east in January when there was a definite disruption in the oil
supply, oil would have made it through the process to the consumer
at a much cheaper price by mid-February.

I see that my time has expired, Mr. Chairman. I want to say that
I have a couple of bills in committee that I'd like you to consider:

One that would require the Department of Energy to study and
report back to you, the causes, and to make definitive, tangible rec-
ommendations; and the second is to create a Northeastern Reserve
so that we in the Northeast may find an ability to be independent
in and of ourselves.

But I can’t overstate how critical this issue is in my neck of the
woods, how people are really suffering from this issue. I thank you
very, very much, for conducting this hearing, and hopefully begin-
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ning a real discussion and national debate on how we make sure
that this never happens again.
[The prepared statement of Hon. John E. Sweeney follows:]

PREPARED STATEMENT OF HON. JOHN E. SWEENEY, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF NEW YORK

Good morning Chairman Barton and Ranking Member Hall. Thank you for allow-
ing me the opportunity to testify before the committee. I congratulate you for hold-
ing a hearing on this important topic and am pleased to be able to help shed some
light on this terrible situation. My comments will be directed at the recent home
heating fuel price surge in the Northeast and its effect on my constituents.

As you know, the recent heating fuel price spike sent home heating oil, kerosene,
and diesel prices through the roof. Many of my constituents were shocked when
home heating oil prices rose from just over a dollar per gallon last fall to more than
two dollars per gallon. No one can accuse New Yorkers of not expecting tempera-
tures to drop during the winter months—everyone knows and prepares one way or
another. Whether families are putting plastic over their windows for extra insula-
tion, pulling out sweaters for warmth, or waxing their skis in preparation for the
coming snow, residents of New York know cold weather.

However, the sudden cold snap, which kept the region in icebox temperatures for
weeks, sent heating fuel prices skyrocketing. In January, one gentleman called and
told me his story—how he is using his overtime wages to pay the heating bill rather
than saving for his child’s education. A senior citizen called and explained that she
was not quick enough to stop the oil distributor from filling her heating oil tank
like ususal, and was faced with a $450+ oil bill. Her Social Security check for the
month was for just over $400—leaving her finances decimated. These are just two
of the many people who contacted me about this horrendous situation. With the
high cost of home heating fuel ruining many family budgets, people have to cut ex-
pense elsewhere. Too many people are having to choose between food on the table
and a warm home.

Another perspective of the problem came from an oil distributor in my district
who told me he was hoping for warmer weather. That’s like hearing Frosty the
Snowman sing about how he’s looking forward to Spring! This gentleman told me
they were only delivering in quantities of 100 gallons—because most folks could not
afford more and he could not get enough fuel from producers to satisfy demand be-
cause there was not enough heating oil in the region. For reference, he usually will
not deliver less that 150 gallons—because he cannot justify the cost.

Truckers are feeling the pinch of high diesel prices too. To drive their point home,
they staged a mass protest of high diesel fuel prices by driving in convoy down to
the heart of Washington. Many truckers in my district are finding it too expensive
to start their engines and are quitting the business. An industry that already has
a shortage of drivers does not need this additional burden.

The stories continue. Whether it is the small manufacturing plant pouring its
profits into fuel tanks, the grocers who must pay more for food to be shipped, the
local government that finds its heating bills doubled forcing them to cut back on
services, this crisis affects everyone in the region.

In response to this emergency situation, I sent letters to the President and Sec-
retary of Energy asking them to release emergency LIHEAP (Low Income Heating
Energy Assistance Program) funds and to consider opening the Strategic Petroleum
Reserve to get more oil into the region. While many of my colleagues joined me in
saying there was an emergency situation in the Northeast, the Administration was
hesitant to act.

The Administration’s initial response, in my view, was inadequate at best. The
whole state of New York received a whopping $2.6 million in emergency assistance,
while our friends in Maine received five times as much emergency aid. I quickly
called for more assistance to help New Yorkers but was rebuffed by the Administra-
tion, which to my dismay, still refused to acknowledge there was an emergency situ-
ation. Only after the LIHEAP funds became an issue in the New York Senatorial
race did the White House release more emergency LIHEAP funds.

“Too little too late” is what I heard from many people. The White House had the
opportunity to release oil from the SPR in January, yet they steadfastly denied
there was a problem. Now, after belatedly acknowledging there is not enough oil in
the market, the Secretary of Energy has traveled the world—hat in hand—asking
OPEC to increase oil production to help get us out of this situation.

In 1984, President Reagan revised its earlier position by announcing that the SPR
would be drawn down early in a disruption—such as the Northeast experienced. If
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the Administration acted when I asked them to, and in accordance with President
Reagan’s policy regarding the SPR, this crisis may have been shortened. By strategi-
cally releasing oil from the reserves into the Northeast in January, when there was
a definite disruption in the oil supply, oil would have made it through the process
to the consumer at a much cheaper price by mid-February.

Regardless of Administration actions, all the LIHEAP money in the world wasn’t
going to help folks who didn’t qualify. Even people who did qualify for LIHEAP
fl}llnde were going forced to wait for their checks, because bureaucracy cannot work
that fast.

To prevent this appalling situation from happening again I introduced the Home
Heating Fuel Price Spike Act (H.R.3641). My legislation takes two simple steps in
this effort. First, H.R. 3641 requires the Department of Energy to fully examine the
oil crisis and report back to Congress exactly what happened so we can effectively
work together to prevent future problems. The Study also requires the Secretary of
Energy to propose alternatives to alleviate future home heating fuel shortages and
make recommendations with respect to the suitability and feasibility of each alter-
native.

Some factors that caused the shortage of heating oil in the Northeast region are:

* Sudden cold snap.

¢ Poor judgements of how much supply to keep on hand—because the last three
winters were warmer than usual.

* Weather related delivery problems—ice on the river, etc.

e Interaction with the natural gas supply.

* Volatile commodity market.

* OPEC policies.

The question is—how do these factors interrelate. My legislation will help us get
the answers we need.

H.R. 3641 creates a 10 million barrel heating oil reserve in the Northeast region
that can be tapped in times of trouble. The reason for creating a reserve in the re-
gion, rather than capitalizing on the existing SPR, is the amount of time it takes
to get oil from the SPR to the Northeast. There is a definite possibility that in the
future, a severe cold spell will shut down river traffic for an extended period of time,
leaving thousands of residents without access to heating oil. In an emergency like
this, it will take too long to find enough trucks to haul a million barrels of oil, then
load up the trucks and drive them halfway across the country. The only reasonable
solution to this problem is to establish a heating oil reserve in the region.

Whether we establish one, two or three different sites across the Northeast—in
times of emergency, oil distributors would not have to wait for oil to be trucked
across the country. Since the problem is getting heating fuel into the region, having
a reserve located there solves half the problem.

H.R. 3641 will help us get the facts on what thrust us into this situation, so that
we can work together to prevent such an emergency from happening again. Creating
a heating oil reserve in the region to guard against future shortages is a good and
necessary first step.

We have lived through a terrible crisis that never had to happen. Too many fami-
lies have had their savings depleted and budgets racked. Too many have had to
choose between food on the table or a warm home. I am grateful that nobody has
died because of this needless tragedy. By considering H.R. 3641, we will get the an-
swers we need. I look forward to working with you on this extremely important
issue.

Thank you again for allowing me the opportunity to testify before the committee.
This concludes my testimony.

Mr. BARTON. Thank you, Congressman. I can assure you that
this is not the only hearing we'’re going to have this Spring or Sum-
mer on this issue. This is not an ending; this is a beginning.

I now recognize the gentleman from the great State of Kansas.
Again, your statement is in the record in its entirety, and we would
recognize you for 5 minutes to summarize, Mr. Moran.

STATEMENT OF HON. JERRY MORAN

Mr. MORAN. Mr. Chairman and Mr. Boucher, thank you for the
opportunity to appear once again before this subcommittee.

Three years ago this month, I made my first speech on the House
floor, highlighting the importance of domestic oil production, and
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our dangerous reliance upon imported oil, and calling for the devel-
opment of a national policy on our dependence.

At that time, oil prices were sliding, were under $15 a barrel;
gasoline was around 80 cents a gallon. Within the next 12 months,
the price of crude would reach $7.75 per barrel for Western Kansas
Crude, and would remain under $10 a barrel for most of the next
year.

As a result of this dramatic price decline, more than 136,000
wells were shut down, and more than 41,000 jobs were lost in the
oil and gas industry.

This amounts to 136,000 wells and 41,000 people not today pro-
ducing oil to meet the country’s energy needs.

It was during that time that I introduced legislation aimed at re-
ducing the cost of production for independent oil and gas producers.
The bill T introduced seeks to boost domestic production by low-
ering the tax burden on independent producers, increasing the
credits for advanced oil recovery, and calling for a strategic plan,
including additional research and development to address our na-
tional security needs when oil imports reach 60 percent.

While the focus of today’s subcommittee hearing is on the cost of
energy paid by the American consumer, the solution for today’s
consumer is the same as the solution for the independent oil pro-
ducer. We must encourage production in our domestic industry,
and limit our dependence upon foreign supplies of petroleum.

High oil prices are a burden that we all bear. Kansas is a trans-
portation-dependent State with long distances between our commu-
nities and many commodities to haul, and we normally have an ex-
tremely cold Winter.

Whether it’s the Kansas farmer preparing now his fields for
Spring planting, the trucker hauling wheat to the elevator, or the
Kansas City commuter on her way to work, we all pay when our
dependence on foreign oil becomes too great.

While we may be upset about the current situation, we certainly
can’t say it comes as a surprise. In the last 7 years, U.S. oil produc-
tion has fallen by nearly 20 percent, while oil consumption con-
tinues to increase.

During the 25 years since the last oil crisis when we lined up at
the pumps, our reliance on foreign oil has increased from 37 per-
cent to nearly 57 percent today. Today’s higher crude prices alone
are insufficient to increase domestic production, particularly in the
short run.

Kansas producers who have lost much of their equity in the
years of 1997, 1998, and 1999, find it very difficult to convince
lenders to take a risk in exploring and developing new leases now
in the year 2000.

When prices are dependent upon the actions of OPEC rather
than on free market forces, the ability to take risks necessary to
find and produce new sources of oil and gas are limited.

Does the Kansas small, independent producer invest necessary
money today, not knowing what the world price will be tomorrow?
In Kansas, the average daily production is 2.2 barrels per day.

The cost per barrel is very high, and the price received for that
barrel determined by foreign suppliers. The stability which comes
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from greater control of our own destiny through increased domestic
production is what is required.

Today’s situation is a clear signal for Congressional action. It’s
our obligation to develop tax policies, regulatory policies, and re-
search funding that will allow us to raise domestic production to
meet the demands of the U.S. economy.

Mr. Chairman, I do not come here today to indicate that the leg-
islation that I introduced last year is the be-all and end-all or the
solution to the current situation. There are many other options
that you will hear about, and they should be considered.

However, I do come here today to say that our strategy for deal-
ing with our energy needs must be something more than simply
begging at OPEC’s door. Thank you.

Mr. BARTON. Thank you, Congressman. We appreciate your lead-
ership on that legislation, and it will be at the top of legislation
that this subcommittee will be looking at. I can’t guarantee you
that we're going to come down exactly where you are, but it’s cer-
tainly a good place to start looking.

Mr. MORAN. Thank you, Mr. Chairman.

Mr. BARTON. We’d now want to recognize a very patient Con-
gressman from the great State of Pennsylvania, Mr. Sherwood, who
has been a strong advocate for action in this area. He also has been
very aggressive in working with me to try to help us put this hear-
ing together.

Your statement is in the record in its entirety, Congressman, and
we’ll recognize you for 5 minutes to summarize.

STATEMENT OF HON. DON SHERWOOD

Mr. SHERWOOD. Thank you very much, Mr. Chairman. I appre-
ciate your consideration, and I think this is a very important issue
today.

And if you’ll look at the Northeast, it will give you a road map
of where we might be going in our current oil crisis. This Winter
in the Northeast, we had an extreme shortage and an extreme
price spike.

Diesel fuel went from $1.30 to $2.60. Home heating oil went from
90 cents to $1.80, so we had elderly people trying to decide whether
to buy food or buy fuel. You've heard all those stories.

The people who are making out great in the Northeast are the
people who repossess trucks. Their lots are full. All the reposses-
sion guys are going out to pick up the trucks of the independent
truckers who have had their costs go up so strongly, so quickly,
that it has disrupted their lives and ruined their livelihoods.

And I know that you folks from the oil patch have seen that in
the past. When the price of oil gets ridiculously low, there is crisis
in the oil patch.

When it gets short or ridiculously high, there is crisis in the
Northeast and across the rest of the country.

And, you know, we talked very strongly to Secretary Richardson
this Winter that we needed some action. We didn’t get it.

When the Northeast got short on oil, then the speculators took
over on the New York Merc, and there were fortunes made because
of the shortage of oil. That fortune didn’t go to the independent
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producers in the oil patch; it went to the people who were able to
speculate on the New York Merec.

So, I'd like to think of the Strategic Petroleum Reserve as flood
control dam. And I think that when your prices are low, we ought
to buy in that Reserve very heavily; when there is a shortage or
there is not enough oil and the prices are very high in the rest of
the country, that’s a good time to let a little of the flood control wa-
ters out of that dam.

We have to have an energy policy, and it doesn’t seem to me that
we have an energy policy. We need to find both short-term and
long-term solutions by which the United States can reduce its de-
pendence on foreign oil.

As a member of the Armed Services Committee, I'm particularly
concerned about our reliance on foreign oil which may be cutoff
during times of crisis. After the fall of the Warsaw Pact forces, we
have dramatically reduced the size of our Armed Forces.

If we're confronted with responding to a multi-front crisis, we
would have the ability to prevail only on our national security ob-
jectives if they diverged from those of OPEC nations. If our oil sup-
ply is at any time shut off, we’re in very grave danger.

I think that if we could develop a policy where if oil is cheap and
the oil patch is in crisis, that’s a great time for the Strategic Oil
Reserve to buy. If we're short, that’s a good time to use that as a
lever.

If we had released the Strategic Petroleum Reserve in January
as President Bush did 10 years ago, it would have discouraged the
speculators on the New York Merc, and it would have saved a
great deal of pain and suffering, ruination of lives, crisis situations,
and failed businesses in the Northeast.

Mr. Chairman, thank you for giving me the opportunity to testify
on this most important matter. The time for action is now.

We need to create an effective national policy which is prudent,
responsive to demand, and sound. Thank you for your consider-
ation.

Mr. BARTON. We want to thank you, Congressman Sherwood, for
your attention to this matter. Your expertise is going to be of ben-
efit to the subcommittee as we continue on these hearings, and
then decide what legislative action, if any, to take.

We are not going to ask the Congressional panel questions. We
can meet with you individually and collectively, if necessary. Our
other panel members, we don’t have that option, so we’re going to
excuse you.

The Chair will announce that if Congressman Crowley does show
up, we’ll put him on the panel that’s currently before the sub-
committee. But this panel is excused.

We'd now like to call forward our panel from the executive
branch. We should have in the audience, Mr. Mark Mazur, who is
the Director of the Office of Policy for the United States Depart-
ment of Energy; we should also have Dr. John Cook, who is the Di-
rector of the Petroleum Division of the Energy Information Admin-
istration; and we should have Mr. Richard G. Parker, Director of
the Bureau of Competition for the United States Federal Trade
Commission.
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Mr. BARTON. Gentlemen, welcome to the subcommittee. Your tes-
timony is in the record in its entirety, although two of you were
somewhat tardy in getting it to the subcommittee; but, that will be
addressed at a later time. We're going to start with you, Dr. Cook.
We’'ll put your statement in the record. We're going to recognize
you for 7 minutes. Then, we’ll go to Mr. Mazur; then, we’ll go to
Mr. Parker. So, Dr. Cook, welcome to the subcommittee and you're
recognized for 7 minutes.

STATEMENTS OF JOHN COOK, DIRECTOR OF PETROLEUM DI-
VISION, ENERGY INFORMATION ADMINISTRATION; MARK
MAZUR, DIRECTOR, OFFICE OF POLICY, DEPARTMENT OF
ENERGY; AND RICHARD G. PARKER, DIRECTOR, BUREAU OF
COMPETITION, FEDERAL TRADE COMMISSION

Mr. Cook. Thank you, Mr. Chairman. I wish to begin by thank-
ing the committee for the opportunity to testify on behalf of Jay
Hakes, the administrator of the Energy Information Administra-
tion. Regrettably, he was unable to be here today.

As has become increasingly apparent to consumers, world crude
oil and refined product prices have risen rapidly over the last 12
months, from about $12 a barrel in February 1999 for crude oil, to
as high as $34 this week. While the change is dramatic, I would
be remissed in not noting that in inflation adjusted terms, such
prices are still less than the $70 levels seen in 1981.

The recent price rise is, of course, the result of a notable shift
in the global balance between demand and crude production. Crude
oil markets tightened in 1999, as OPEC and several other key ex-
porting countries significantly reduced supply, while, at the same
time, economic recovery in Asia restimulated demand growth. In
1999, global demand out paced production by over a million barrels
a day, reducing surplus world inventories by almost 400 million
barrels. If OPEC were to restrain production in this year to the lev-
els seen recently, we estimate that the shortfall in 2000 would be
as much as 2 million barrels a day.

Further complicating the supply picture, crude oil prices have
risen faster than product prices this year, reducing refining mar-
gins. This squeeze on margins, on top of already high crude oil
prices, encouraged refiners to restrain crude purchases, restrict
product output, and draw down crude and product inventory. By
the end of last year, world stocks had dropped to very low levels,
especially in the U.S.

If I may call your attention to the first chart, on the east coast,
distillate stocks began the winter season just past—almost past.

Mr. BARTON. Dr. Cook, is distillate, would we call that fuel oil?

Mr. CooK. Yes, sir, that’s—distillate, which is comprised of both
heating oil and diesel fuel. And what we’re seeing here is that we
began the winter in October with more than ample supplies; but,
by the end of December, stocks had dropped significantly below
normal levels, which, of course, set the stage for the recent spike
in heating oil prices.

Low inventories leave little cushion to meet unexpected shifts in
supply and demand and increase the risk of price fluctuations. In
the northeast, heating oil prices and diesel prices surged in Janu-
ary, when a combination of cold weather and supply problems oc-
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curred in that region in the face of low stocks. With little cushion,
local supplies were drained and prices spiked. In the 3-week period
ending February 7, retail heating oil prices and diesel prices in
New England rose 78 and 68 cents, respectively. In contrast, prices
for these fuels elsewhere in the country hardly budged.

Fortunately, a flood of distillate imports arrived throughout the
month of February, in response to these high prices. That, in com-
bination with warm weather, eased these market pressures and by
the end of last month, heating oil and diesel prices had fallen about
60 cents a gallon, offsetting much of the earlier rise.

With the apparent end of winter in sight, I'd like to conclude my
testimony by focusing some comments on the gasoline outlook.
Tight crude oil markets are now impacting gasoline in much the
same manner as earlier heating oil markets were impacted. The
same crude-oil-induced squeeze on margins that drove down dis-
tillate stocks has now reduced gasoline inventories. With both
crude oil and gasoline stocks at levels not seen for decades, gaso-
line prices are now climbing sharply, averaging $1.50 this week.

Mr. BARTON. When you say that, Dr. Cook, you're saying it is
that they’re at all time lows; that the stocks, the amount in inven-
tories is at an all time low?

Mr. Cook. Twenty year low.

Mr. BARTON. Twenty year low.

Mr. CooK. Unfortunately, as high as these prices are, gasoline
prices are likely to continue rising, given that both the spring tran-
sition period and the peak summer demand period are now looking
increasingly vulnerable. During March and April, U.S. refineries
typically increase crude throughputs by about a million barrels a
day. This year, with low stocks and a market short on crude oil,
that situation implies a volatile spring.

But even after this transition, we expect volatility to continue
this summer. We expect strong demand, uncertain and possibly
limited imports to push utilization rates to very high levels. Given
precariously low stocks, this combination leaves little room for the
unexpected. Unplanned refinery outages, import delays, sudden
surges in demand can push prices well above those forecast in
EIA’s base case, now at $1.56. Potential volatility could add as
much as another 25 cents a gallon to the price, pushing actual
prices to be seen this summer possibly as high as $1.80. Although
such prices are far from record highs in real terms, this rapid rise
over such a short period of time will no doubt continue to attract
consumer intention.

That concludes my testimony. I'd be happy to answer questions.

[The prepared statement John Cook follows:]

PREPARED STATEMENT OF JOHN COOK, DIRECTOR, PETROLEUM DIVISION, ENERGY
INFORMATION ADMINISTRATION

SUMMARY

World crude oil and petroleum product prices have risen rapidly over the past
twelve months, from about $12 per barrel in February to touch $34 this week. While
$34 adjusted for inflation is still less than the $70 per barrel seen in 1981, the ex-
treme price volatility over the last year has created market dislocations. The recent
price rise is the result of a shift in the world balance between production and de-
mand. Over the last year, as OPEC and several other exporting countries cut out-
put, world oil demand exceeded production, and inventories were used to meet de-
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mand growth. World inventories of crude oil and products are now at low levels, and
continue to fall.

Low inventories leave little cushion to meet sudden increases in demand or de-
creases in supply, increasing the possibility of price runups. In particular, U.S.
Northeast heating oil and diesel prices surged in January 2000, when cold weather
and supply problems occurred in the region on top of low stocks. With little distillate
stock cushion, local supplies were diminished, and prices spiked. Large volumes of
distillate imports, warm weather, and increases in production have since resolved
this supply shortage in the Northeast.

We are now facing a very tight gasoline market. U.S. crude oil and gasoline inven-
tories are at alarmingly low levels not seen for decades. On top of low stocks, refin-
eries need to increase crude inputs over 1 million barrels per day during March and
April, within a market short on crude oil—creating an environment ripe for gasoline
price volatility this spring. But even after we get through the spring, expected high
refinery utilization rates on top of precariously low gasoline stocks set the stage for
volatility during the summer as well.

INCREASES IN CRUDE OIL, DISTILLATE FUELS AND GASOLINE PRICES

I wish to thank the Committee for the opportunity to testify on behalf of Jay
Hakes, Administrator of the Energy Information Administration, who regrets that
he was unable to be here. I will focus on the status of the global crude oil market
and its effects on the heating oil, diesel fuel, and gasoline markets and prices. As
I will illustrate, world demand exceeded crude oil production in 1999, largely as a
result of the decline in production by the Organization of Petroleum Exporting
Countries (OPEC) and several other exporting countries. Inventories were used to
meet the excess demand, and prices rose in response. Today, world inventory levels
are very low, leaving markets vulnerable to price spikes, such as that just experi-
enced for heating oil and diesel fuel in the Northeast.

U.S. Dependence on Petroleum

Today, the United States is still heavily dependent on crude oil, in spite of the
growth in use of other fuels like natural gas and coal. In 1998, petroleum supplied
39% of our energy needs. Since 1985, domestic crude oil production has been declin-
ing while oil product consumption has been increasing, resulting in a growing reli-
ance on imports. In 1974, net imports of crude oil and products supplied about 35
percent of U.S. consumption. In 1998, net imports supplied about 52% of U.S. petro-
leum consumption, the highest percentage ever. However, this dependence is offset,
to some extent, by an ongoing decline in petroleum’s role in the economy. Over the
last 20 years, spending on petroleum has dropped from about 8 percent of all spend-
ing on U.S. goods and services to about 3 percent.

Crude Oil Market and Recent Price Increases

Crude prices have changed significantly over the past year. Prices have risen
more than $20 per barrel (48 cents per gallon) from under $12 per barrel in mid
February 1999—the lowest prices in nominal terms since 1986—to $34 per barrel
recently. To put this 